PHI LI PPI NES ECONOM C & FI NANCI AL W\RAP- UP
AUGUST 25 - SEPTEMBER 07, 2001

The peso traded within a relatively narrow band during

t he August 27-Septenber 7 period, although downward
currency pressure re-energed on the heels of resurgent
regi onal pressures and poor Philippine export nunbers.
Rates for 91-day T-bill rates continued to soften but
those for the longer-termtenors were stickier com ng
down. The stock market continued to |angui sh over the
past two weeks, closing on Septenber 5 at 10-1/2 nonth

| ow before posting sone gains on bargain-hunting. W

al so report on better-than-expected, second-quarter GDP
econom ¢ grow h nunbers (which showed donestic econonic
activity up 3.3% year-on-year), as well as slower (6.3%
year-on-year inflation in August. On the negative side,
recently-rel eased indicators show that export revenues
remai n depressed (slunping by 19.4% year-on-year in July)
and that January-July tourist arrivals declined by 8.3%
year-on-year. End Summary.

These weekly reviews are avail able on the Enbassy’s web
site (http://usenbassy.state.gov/manila). Qur next
update will be submitted on or about Septenber 21. W
provide a | onger and nore detail ed review of the

Phi | i ppi ne econony in our June 2001 Econom c CQutl ook,
which is also available on our web site.
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Second- Quarter CGDP Up 3. 3% Year - on- Year

August Year-on-Year Inflation Slows to 6.3%

July Export Update: Slunp Continues

January-July Tourist Arrivals Down 8.32% as of July



FOREX REPORT

The peso traded within a fairly tight band of P50. 89-
P51. 26/ US$ from August 27 (Monday) to Septenber 4
(Tuesday). By Septenber 5, however, downward pressure
had re-enmerged, which currency traders attributed to
jitters over recently-rel eased, poor export figures and
weaker regional currencies (triggered by renewed downward
pressure on the yen). The peso closed the August 27-31
tradi ng week at P50.935 and the week of Septenber 3-7 at
P51. 380 (0.6% weaker than August 24's P51. 05/ US$ cl osing
rate). (See Section Il for detailed foreign exchange
data.)

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JUL 30 53. 562 53. 370 106. 7
31 53. 526 53. 540 67.7
AUG 01 53. 744 53.770 94. 4
02 53. 667 53. 645 67.0
03 53. 562 53. 450 92.5
AUG 06 53. 282 53. 220 80.5
07 53. 293 53. 320 82.1
08 53. 303 53. 150 104.5
09 53. 085 53. 000 90. 7
10 52. 322 51. 850 151.7
AUG 13 51. 278 51. 210 124.0
14 51. 183 51.175 94.5
15 50. 831 50. 950 136.5
16 51.101 50. 950 129.0
17 51. 193 51. 140 60. 0
AUG 20 51. 303 51. 300 107. 8
21 51. 329 51. 250 88.0
22 50. 946 50. 910 145. 2
23 51.014 51. 000 62. 3
24 51. 056 51. 050 107.5



AUG 27 51.176 51. 130 113.0
28 51. 106 51. 200 59.4
29 51. 207 51. 190 90. 3
30 51. 210 51. 215 55.5
31 51. 017 50. 935 107.5
SEP 03 51. 005 51. 040 72.5
04 51. 078 51. 150 107.0
05 51. 216 51.170 77.5
06 51. 311 51. 335 96.0
07 51. 345 51. 380 77.2

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Average rates for 91-day Treasury bills softened further
during the governnent's weekly (Mnday) auctions on
August 27 (9.576% and Septenber 3 (9.521% from 9.59% on
August 20. Bid rates for the | onger-term 182-day and
364-day bills have been stickier comng dowm but showed
signs of easing during the |latest auction. From 11.659%
on August 20, average rates for the 182-day paper noved
up to 11.94% (August 27) and, nore slightly, to 11.962%
(Septenmber 3). From 12. 798% on August 20, the average
rate for the 364-day paper increased to 12.95% before
declining to 12.819% on Septenber 3. Both August 27 and
Septenber 3 auctions were oversubscribed and the
governnent fully awarded the P4 billion worth of bills
schedul ed for sale weekly.

Treasury officials noted that the strong demand for
gover nment paper suggest that banks/deal ers remain
reasonably liquid after adjusting to the Bangko Sentral
ng Pilipinas' (BSP, central bank) July 27 and August 10
reserve-requirenent hikes. Treasury officials expect a
downward bi as during next week's auction, reflecting the
reported sl owdown in consuner price inflation.

Bef ore the Septenber 8-9 weekend, the Bangko Sentral
announced that the Philippine Monetary Board had deci ded
to keep overnight borrowi ng and | ending rates steady (at
9.0% and 11.25% respectively) despite the reported



deceleration in the August inflation rate. BSP noted
that inflationary pressure had weakened but,
nevertheless, lingered -- citing recent currency
pressures and the enmerging trend in world crude prices
wi th the approaching winter season in Western countri es.
Monetary authorities also opted to wait for a firner

i ndi cation of the inpact of recent nonetary tightening
actions.

Auction Date 91 days 182 days 364 days
JUL 09 8. 849 10. 172 11. 419
JUL 16 8. 958 10. 489 11. 768
JUL 23 8. 935 10. 861 11.988
JUL 30 9. 215 no sal es no sal es
AUG 06 no sal es no sal es no sal es
AUG 13 9. 652 11.525 12. 557
AUG 20 9. 590 11. 659 12. 798
AUG 27 9.576 11. 940 12. 950
SEP 03 9.521 11. 962 12. 819

Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

JUL 05 12. 5638 10.00 - 13.770
JUL 12 12. 5837 10. 00 — 13.849
JUL 19 12. 6249 10. 00 — 13.958
AUG 02 12. 8134 10.50 - 14. 215
AUG 09 12. 8318 10. 50 - 14. 215
AUG 16 13. 0594 11.00 - 14.652
AUG 23 12. 9746 11.00 - 14.590
AUG 29 12. 9726 11.00 - 14.590
SEP 06 12. 8884 11.00 - 14.590

Sources: Bangko Sentral ng Pilipinas; Press reports



STOCK MARKET REPORT

The Philippine Stock Price Index (Phisix) generally
trended down over the past two weeks to close at 1252. 58
on Septenber 4 (Tuesday) -- the |lowest closing |evel
recorded since October 23, 2000. Sone | ate-week gains --
whi ch stock market analysts attributed mainly to a
techni cal rebound -- nudged up the index fromthat 10-1/2
month ow. The Phisix closed at 1297.35 on Septenber

7, up 0.9% from August 24's 1286.07 closing |evel.

Except for occasional bargain-hunting, analysts see
little inpetus in the short-termto spur stock market
prices and trading volunes fromtheir lethargic |evels,
citing "unconvincing" corporate profits thus far. A
nunber of anal ysts commented that the market generally
di scount ed better-than-expected, second-quarter economc
growt h nunbers which the government released in late
August -- reflecting doubts on whether growth was
sust ai nabl e.

Phi |'i ppi ne Stock Exchange I ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
JUuL 30 1350. 95 323
31 1362. 89 406
AUG 01 1333.71 373
02 1341. 56 472
03 1328. 17 338
AUG 06 1333. 05 382
07 1332. 03 688
08 1308. 41 1,028
09 1278. 40 1, 059
10 1294. 23 481
AUG 13 1303. 65 337
14 1303. 06 271

15 1325. 16 398



16 1316. 22 326

17 1306. 17 488
AUG 20 1311. 13 995
21 1306. 66 342
22 1294. 43 409
23 1278. 14 347
24 1286. 07 361
AUG 27 1287. 48 241
28 1282. 49 402
29 1270. 57 232
30 1262. 91 396
31 1265. 44 477
SEP 03 1253. 61 226
04 1252. 58 359
05 1254. 33 296
06 1283. 74 525
07 1297. 35 419

Source: Philippine Stock Exchange

SECOND- QUARTER GDP UP 3. 3% YEAR- ON- YEAR

Real Gross Donestic Product (GDP) increased 3.3% year-on-
year during the second quarter of 2001, and G oss
Nat i onal Product (G\P) by 3.5% The second-quarter CGDP
growt h performance -- which slightly surpassed the 3.2%
expansion recorded during the first three nonths of the
year -- surprised even governnent econom c planners, who
had expected the donestic econony to growin the 2.8%to
3.0% range during the period.

On the production side, the donestic econony nore or |ess
sustained its first quarter expansion because the

i ndustrial sector accelerated from1.6%to 3.6% growth
That accel eration just about nmade up for the second-
quarter slowdown in agriculture (from3.5%to 2.5% and
services (from4.2%to 3.4%. The industrial sector's

hi gher gromh rate reflected a positive reversal in
overall construction output froma 4.0% decline during
the first quarter to positive 6.6%growh in the second
quarter. Wth private construction still in the



dol drums, that growh emanated mainly fromthe public
sector. CGovernnent analysts attributed the increase in
public sector construction output partly to Buil d-

QOper ate-Transfer projects. The rel ease of governnent
funds for capital spending after the delayed (March 2001)
enact nent of a 2001 budget al so boosted public sector
construction activity during 2001's second quarter.

On the demand side, exports (neasured in real peso
ternms), personal consunption, government spending, and
capital formation all posted weaker year-on-year growth
performances relative to the first quarter. However, a
| arger share of overall |ocal and foreign demand was
supplied by donestic production (as opposed to inports)
during the second quarter than in the first three nonths
of 2001, which sustained the overall first quarter 2001
GDP expansion into the second quarter of the year.

On a cunul ative first senmester basis, GDP expanded by
3.3% year-on-year. Governnent econom ¢ pl anners
expressed confidence that growh will be sustained during
t he second senester, allow ng the governnment to hit at

| east 3.3% GDP growth for full year 2001 (the | ower end
of its downward-revised 3.3%to 3.8%targeted growh
range). A nunber of private anal ysts, however, have
expressed reservations about the sustainability of the
econony's first-semester expansion -- citing slow ng
donesti c demand, di mm ng hopes for a second-senester
export rebound, and the currently tight rein on

gover nment spendi ng.

GDP AND GNP BY | NDUSTRI AL ORI G N AND EXPENDI TURE SHARES
(Year-on-Year Gowmh Rates, In %

GDP
G\P

Agri, Fishery,



& Forestry 0.4
| ndustry 4.4
M ni ng 18.8
Manuf act . 6.0
Construction (4.7
Uilities 4.5
Servi ces 4.0
Transport &
Conmuni c. 7.3
Tr ade 4.7
Fi nance 0.5
Real Estate 1.7
Private Serv. 5.2
Gov't Serv. 1.9

By Expenditure Share

(1.

16.
20.

(4.

(3.

5 2
5 3
1 14
2 6.
6) 5.
3 (3.
9 4.
9 9.
5 5.
9 1.
6 1.
3 4
5 0.
2 3.
2) (3.
2 0.
7) 0
8) (1.
0 13
7 18
0) (3
7) (1.
.6 5.
.6) (34

9 1.6 3.
1 (13.8) 13.
1 3.4 2
2 (4.0) 6.
2) 4.0 3.
4 4.2 3

1 10.3 7.
6 5.6 4
2 0.7 1
7 (2.7 (1.
7 4.8 3.
7 2.0 1

2 3.5 3
6) 3.0 (2.
9 50 3
2 (0.5 3
3) 3.5 (1.
9 5.4 (4
2 9.7 (3.

.7) (14.2) (8.
2) 4.3 2
5 8.0 4

.4)(21.0) (17.

S gagooooNO ul

gahr~OOO0E
N—r

4)

NN

w
(o)

WHEwEN
NwoN N

RAPROG®
OR 0©Ooo

Per sona
Consunpti on 3.2
Gover nnent
Consunpti on (6.3)
Capital Form 0.6
Fi xed Cap. 1.0
Change in
Stocks (Billion
Pesos) 0.5
Exports 11. 7
Mer chandi se 15.7
Non- Fact or
Servi ces (3.4
Less: Inports 1.4
Mer chandi se 8.7
Non- Fact or
Servi ces (30.6)
Source: Nationa

Statistical

AUGUST YEAR- ON- YEAR | NFLATI ON SLOAS TO 6. 3%
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August 2001’ s consuner price index (CPl) barely rose by

0. 1% nont h-on-nont h, decelerating fromJuly's 0.6% rate
Except for m scellaneous itens, all other major indices
general |y posted slower nonth-on-nonth increases than in
July: food and beverages (0% from0.7%; fuel, light and
water (0.4%from0.9%; services (0.2%from 0. 4% ;
housing and repairs (0.2% from0.6%; and clothing (0.2%
the sane rate as the previous nonth). August 2001's 0.1%
nmont h-on-nmonth CPl increase also represented a marked
decel eration fromthat posted in August 2000 (0.7%.

On a year-on-year basis, inflation slowed to 6.3%in
August -- the | owest recorded year-on-year rate since
Novermber 2000. Vis-a-vis July’' s year-on-year CP

i ncrease, slower year-on-year inflation rates were posted
by the heavily-weighted food and beverage i ndex (4.4%
fromb5.2%; fuel, light, and water (11.1%from 12.9%;
and services (11.4%from 12.1% . d othing and

m scel | aneous itens increased by the sanme year-on-year
rates posted in July (4.1% and 4.3% respectively.)

Year-on-year inflation averaged 6.6% during the first

ei ght nmonths of 2001, within the government’s 6-7%
targeted range for the full year. Barring severe
donmestic or external pressures on food prices and the

| ocal currency, year-on-year inflation is generally
expected to slow further in the nonths ahead. Prices in
the comng nonths also will be comng off a relatively
hi gh 2000 base (during which foreign exchange and oi
price-related price adjustnents accel erated).

(IN %
Year - on- Year Mont h- on- Mont h
Jan 2000 2.6 0.5
Feb 3.0 0.4
Mar 3.4 0.1
Apri | 3.7 0.2
May 4.2 0.4
Jun 3.9 0.7
Jul 4.3 0.5



Aug 4.6 0.7
Sep 4.6 0.5
Cct 4.9 0.7
Nov 6.0 1.2
Dec 6.6 0.7
Aver age

Jan- Aug 3.7

Jan- Dec 2000 4.4
Jan 2001 6.9 0.8
Feb 6.7 0.2
Mar 6.7 0.1
Apr 6.7 0.3
May 6.5 0.1
Jun 6.7 1.0
Jul 6.8 0.6
Aug 6.3 0.1
Aver age

Jan- Aug 6.6

Sour ce: Nati onal Statistics Ofice

JULY EXPORT UPDATE: SLUMP CONTI NUES

The | atest available statistics (publicly rel eased on
Septenber 4) show that exports continue to perform
poorly, hit hard by the econom c slowdown in the United
States and Japan and by the weak gl obal demand for

el ectronic products. According to the National
Statistics Ofice (NSO, July 2001 export receipts dipped
by 19.4% year-on-year to $2.6 billion -- follow ng on
year -on-year declines posted in February (3.4%, March
(4.09%, April (15.8%, My (11.4%, and June (23.49%.
Recei pts from shi pnents of el ectronic conponents (down
36.6%in US$ terns) al so shrank year-on-year for a fifth
month in a row. Cunulatively, January to July export
revenues declined by 10.8% from 2000’ s conpar abl e seven-
month level, with receipts fromelectronics (60% of tota
export revenues) down 18. 4%

Mer chandi se exports to the United States (the

Phi li ppines’ | argest export market) accounted for over
28% of total export receipts during the first seven
mont hs of the year but suffered a 14. 4% decline from



2000’ s conparable level. Wth hopes dimmng for a
second- senmester rebound in external markets, full-year
2001 export revenue -- which slowed to a single-digit
gromh rate in 2000 -- appears headed for a year-on-year
contraction. Exports |ast declined year-on-year in 1985.

PHI LI PPI NE MERCHANDI SE EXPORTS
(I'n US$ MI1ions)

January — July G owt h
2000 2001 (%
TOTAL EXPORTS 20,835.5 18,582.3 (10.8)
Agr o-Based Product s  950.5  902.4  (5.1)
Forest Products 13.9 12.3 (11.5)
M neral Products 386. 1 315. 4 (18.3)
Pet r ol eum Products 207.9 145. 1 (30.2)
Manuf act ur es 18, 709. 9 16, 555. 8 (11.5)
El ectroni cs Conponents 13,822.3 11, 279. 2 (18. 4)

QG hers (mainly re-exports) 567. 1 651. 3 14.8

Sour ce: Nati onal Statistics Ofice

JANUARY- JULY TOURI ST ARRI VALS DOMN 8. 32%

Visitor arrivals have been down fromtheir conparable
2000 | evel s since the beginning of the year. These
declines ranged fromnearly 3% in March to about 18%in
February. The trend continued in July, during which
visitor arrivals total ed 154, 480, declining 7.02% decli ne
fromlast year. The Japanese market dom nated the
visitor traffic (21%, closely followed by the US market
(20% and, at a far third, by visitors fromKorea (12%

On a cunul ative basis, total arrivals for the January to
July period totaled 1,127,143, representing an 8.32%



decline over |ast year's recorded volune. Tourism
officials attributed the depressed visitor arrivals to

t he negative publicity generated by continuing peace and
order problens, political uncertainties, and the sl owed
expansion of the gl obal econonmy. It is interesting to
note that seven-nonth arrivals of Philippine nationals
permanent |y residing abroad declined by nearly 18% year -
on year -- suggesting that they too have may have been
di scouraged by negative news on donestic security.



